by Samuel Pizer and Frederick Cutler ﬁr

Income on United States Foreign
Investments

E.@I{HINGE on United Siotes privete and Government
foreign investments and credits, including earnings reta

abrond, renched $2.7 hillion in 1052, an increase of shout
$70 million over the previgus yenr, This increasa was much
less than in cther postwar years, exccpling 1940, and com-
pares with an incrensg of over a hnlf billipn dallarg in 1851

This mrticle brings up o dwmie ths swmmary facls on
income from disect privaie investmenis abyond. Foreign
Inpestments of the Uniled Stater gnve detabled resulis
of (he 1950 censws al’ farolgn Investmants, peesamiing
eymplade datn on yalua, letation, Industey dlglyibalion,
axd oiher espenlinl characteristice of divec Investments.

The dale on income flows from foreign ioveslment in
this arilels augersade praviomsly poblished estimates for
1961 sud 1342, Stattalics In extanslen +f the L350 censua
on capital movemebie and the yalee ol direcl investmonts
for theee vemrs are scheduled to appoar in sur Jawuary
THA fssue,

Income on private portlolio investments tmd interest re-
ceived on United States Government credits, whiel, necount
for & relatively small part of forcign earnings, rose by very
small amouts in 1952, .

Enrnings of direct investments abioad, which aceount for
about 85 pevcent of otal earnings on foreign investments,
pmounted to $2.3 bilkon, The petroleum midustry, which
currently has about 30 percent of the total volue of direct
investments nbrond nnd over 40 porcant of the earning,
showed substantislly higher 1052 eornings. Agricultural
monuineturing, and mining and smelting enlerprises had
lower earnings than in 1951, Developments which affected
the Jatter indusiries ineluded price deelines of some bosic
commodilies, higher taxes and other costs, n medernte set-
back in industnal production in some countries, and lorge
axplora expenses chuvped to incoma. But an important
factor i that mauch of the recont jnvestment hag boan in en-
terprises which hove not yet reached the production and
earnings stege. o

Partial datn wveilable for the first 9 months of 1953 indi-
ceto little change in direct investrnent earnings from the
1952 amount. DPrices of many minersl and agricultural
commodities producad abroad by the Unitad States-controlled
enterpriscs were again lower in 1853, but thers waa no major
change in petroleum produclion or prices. Industriel
activity in mony foreign countries turned up lata in 1852
pnd continued te rise in 19453, ao that meauincturing esrn-
ings nre expeated to be up. :

An imporiant development in 1952 wos on increnss to
$875 million in the amount retaimed abrond by foreign-
incorporated subsidiary compapies. As & result therq was
n declineg in the ineome from thess enterpriags az shown in
tha balanee of gaymﬂntm Such income consiata of dividenda,
inierest, and
OF TBE PALANAL OF FAYHENTE BIISION, DEFIOR OF BUSINTE0
EOCONOMICE.

vanch profils, after payment of all foreign .

toxes, Dain so far arvsilable for 1933 indicate a similar -

distribution, with earnings, retsined earnings and dividends
each remaining dosa to the 1952 amount.

Dinta are not crrently available on the smount of foreign
incoma taxes pald by the dirsct investment enterprices
abrond. The recent census of divect foreign investments
showed thet in 1950 the companies, in the aggregute, puid
foreign toxes of nbout 30 percent on their forelgn earnings.
The percmta%a was undoubtedly considarably higher in
1951 and 1952 ns mnny fofeign couniries inereased their
inpome tax rates. The ecrmings datn r ted in this
article are measured after payment of such foreign vaxes.

Petraleum earnings dpm-ar.her indusiries decline

Toreign earninga on petrolaum investments renched & total
of %1 billion in 1952—13 ent larger then iz 1951, The
contimnad high earnings of the patroleum industry are based
primarily on its nbﬂé‘?r to mise output from the propartios
which were developed nfter the wur. With an output of
nbout 1 billion barrels in 1952, the production of American
companies abroad wes squel to about 66 percent of world
production ocuiside the United States and Russin. Worid
oil outpit outside the Tnited States, Iron, and Ruasia,
incrensed by 555 million barrals per year from 1950 to 1952,
Orvar half of this increase was sontributed by the American

Postwar Foreign Earnings of Direct
Investment Companies
Eamings rose in 1952, hot o record
amount was relained abroad
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enr:?anjes up-emljﬁ abroad. About onasthird of the il
produced by the United States companies abroad entered
the United Statea market in the 1049-52 pariod.
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Whereas earnings of other industrias were reduced hy
higher foreign taxes in 1951 and 1952, the oil preducers had
experienced the bulk of such tax increases in 1940
and 1960. Moreover the prices of oil products were guite
atable in 1852 while prices of cthar raw materisls declined.
Another fector boletering. the esrnings of petroloum com-
panies was the growth of their tanksr operntions, which by
1952 were sccounting for aboub 10 percent of their foreizn
sarnings,

Deapite their larger anrninga the pstroleun. companies re-
mitlacf smaller amounts to the United States than in 1951,
Out of their branch profits of sbout 5560 miilion, about 40
percant in ﬂl_a_afgmgate wase retained nbrond in 1952, ns
nzninst & neglizible amount in the previous year. Out of aub-
midiney earmings of $465 million, only abaut $130 million was
puid out ns dividends in 1952, 2lthough some of the remainder

- wag ramjtded a3 intercompany advnnces.
Table 1.—Uniiod States Income Recwipts From and Earnjops on
Fortign Investmenta, by Type, 108852
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About one-third of the 1052 inerease in petrolsum stanings
“waa derived from increased outpub ir the Middle Ena,
naother third resulted from the Tepent expansion in refinine
and other facilities to serva the neads of Westorn Europe, an.
the remainder wos mainly based on continved high levels of
aetivity M the Westein Hoamisphere. Charges ngainst in-
¢ome on necount of exploretion expenses were quite large for
Canoda, virtually offsetting the income from operationa.
FPotrolpum earnings in the firet half of 1053 woure spproxi-
muwlg ot the 1952 rate. Moderately higher prices m the
second holf of e year ond 2 continued lrrge oulput to meet
metiat demands are expectsd o reiss the annual todnl
slichtly abova the previous year.

Manufacturing industries

Enrnings from moanufpeturing in 1952 were $640 million,
$50 million belew the 1961 total. Lowor sarmings ware re-
ported in all areas where manufacturing investments wers
mnporbant.

n Conada, the eowrse of business was similar to that in
the Unitad Bltn.t-es, with manufoactiring eompanies showing
emaller profits before tnxes, However, nearly all the reduc-
tion n direct-invostment manufaeturing earnings resultad
from lower earni of coniponies in ]ge peper and pulp
industry, with other lines of monufocturing spparently
virtpally unchanged from 1951,

Lower manufacturing esrnings in Europe coincided with &
moderate downtorn in industrinl production m the second
and third quarters of 1952, oalthough in most ecouniries
industriz] activity wes on the incrense from the logter part
of 1952 and continuad up in 1853, All the Evropoan coun-
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trics where United States manufacturing investinents are
substontial were similmily affected. The dseling in prodnc-
tion wes particulsrly poticeable in the United Eingdom,
which noccounts for mors thon half of the menufasturing

earnings in thiz area, with the grest majority of companiea
reporting subsiaatinlly lower sarniogs, ?ioma of the decline
in the United Engdom ia probably attributable to sn excess

profits tax which went into offect in 1852 and extended
through 1968, although profits declined tlao before taxes.

Direct Foreign Investments
L. S Shars in Eamings, by indusiry
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On the whele the falling off in manufacturing earnings was
quite moderats, about 7 percent, but it ropresonted the first
mtﬁrr:lpg-lun of regular annual postwer gains. Howaver, the
general improvement in thoe economic situation of foreign
countries in 19453, plua the continued adeditions to maniy-
facturing plent ond equipment, should result in some
lmﬂ;ﬂvaamant in emrnings this yoar.

i of mining and smelting eompanies were nlzo

moderately lower in 1952. For this industey the course of
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prices of various minerala is an important influenee in
earnings. These rose sharply from 1950 io a peak in 1051,
o2 prices of nonferrous metols rose, ond declined with the
dowmirmn of prices for meny of thess matals in 1952. The
dewnward movement of esrnings, reinforced by the inter-
ruption of Chilean l-‘o,ﬂl])&l' yroduction ond enles, apparently
continued in I953. o only exceptione to #ha downiurn
wers in sume areas, such sa Africs, where recent investments
have brought about considerable mereases in the production
of some metals, A large part of the more repent mining
investments, porticelmly in the development of rom o,
i in {acilities which nre not yet complated, eo that earnings
of mining enterprises should reflect this added investment in
e e ther ind the decl

ong other industries, groatost ina in anrningE—
20 percent—tock place in agriculiure. Most of the invest.
ments in this industry are in the production of suger and
bannpas in the Caribbean aren, and to a lesser extent in the
predustion of rubber, fibres, fois and oils, cork, ste.  Prices
of mozt of these comnmedities fofl vory sharply in 1962 and
continued to decline in 1953, and there wae olso costly
damoge from storms and other natural eouses, The recent
seizure of agricultural pcrcaatgiaﬁ in Guaiemale will tend to
reduce fufure samings of the indostry,

Income receipts from many countries lower

The revised data for esrnings and income vacsipts from
individual countrice for the 1950-52 perlod sre given in
tobla 4,  Tncome receipts from o | number of countries
were reduced in 1962 becouse of reduced enrnings for some
industries, ae well as tha higher proportion ofg:mbﬂidi,nry
earnings retained abroad. Only in the Europesn dependen-
cies in the Middle East, where oil production was grently
axpaa&dadh did both sormings snd income raceipts inerenss

contly, :
arnings of direct-investment enterprises in Latin America
were onchanged from 1951, and with akout 40 percent of the
total continued to exceed enrnings in ooy other aren. How.

ever, there wos o drop of $50 million in direct-investment
income receipts from Latin Amerioa resulting from raduced
dividends. ings wera somewhnat lower in Chile and

Peru, where the effocis of falling metal prices and rizing costs

Toble T —1Tnited Stotes [bevins Heeelpts oo Intaynndamal
Investmments, by Areq and Type, 1950~32
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were important, and for the Caribbean countries such as
Cuba snd the Dominican Republic where declining saruings
of sgriculture were primarzily nzible. FPatrolewn earn-
:‘:ﬁa im Venezuela ineressed aufficiently to offset most of the
redugtions elsewhere. Incoms receipts from most countries
in Lntin Americn were reduced in 1952 from peaks eatablished
in 1951. In most casss lower income receipta resulted from
lower earnings, but in eome countries, such o8 Brazil and
Wenezusla, earpings were up while dividend diateibutions
wera reduced. '

Direct Foreign [nvestments
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Eornings in Canonda of direct-investiment companies ware
about the sams in 19862 as in the previoua year, bub were
under the 1950 amount, principally because of higher tax
rates. However, incomo receipts were down moderntal
from 18562 pe mpnufecturing compnnics poid lower dividends
ond branches of potroleum companies continuad to show
substantial losses because of the expanded explorntory
aotivity and the resultant axponsss cherged to income,

There was very little changa in either Mrrﬁnis or incame
roceipts from Western Buropeen counivies. decline in
maaufacturing ssrninge in this area waos offsct by a continued
rise in the snrnings of expanding investments in pekrcleum
refineries and distribution Incilities. ] S

In tha vest of the world ¢nrnings wers increased by a small
srount beeasse of hi patroleym earnings but thers was n
:fgﬁ;kﬁd reduction in income receipts ag dividend payments

off.

Growing importance gof retained earnings

_In each year since the wor the foreign-incorporated sub-
sidinries of Americon compnaiez hove incre the amount
which they have retnined abroad out of their forsign earnings,
On the average about B0 percent of their earnings wert re.
tained nbroad, but in 1852 this proportion rese to 62 percent.

Drecembier m_w
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On the basis of the consus of divect private foreign invest-
ment, the foreign subsidinries hod on their hoaks at the end
of 1850 a little over $3 billion of undistributed profits. In
the following 2 years, a8 shown in teble 5, undistributed
profita of over $1.8 billion wera added te this total, Mlustrad-
m%thﬂ cumulative growth of this source of funds,

general, thess additionnl sumes could bs utilized in thres
principal ways: (1) the sxpansion of plent and squipment or
necessary working balances; which has bean by far the most
important, (2) us intercompary loons or advances to parent
companies, or (3) as more or less idle or umproductive {unde
in countries w neither locol permansni investment or
remittance to the United Stotes was feasible. The data
currently collected on direct investmenis sbroad do not
provide o good basie for determining the relative amounts
qﬂ:ﬁmﬂ for these purposes, but some genarnlizgations are pos-
sible. .

For Canscln snd the United Eingdom, which ther ac-
counted for about $300 millien out of $875 million of un-
distributed profits in 1942, retnined earnings were probably
lorgely for the szpension of existng ihvestments, Thers
are 1o reetrictions on income remictances from these coun-
tries, and thers is no indication of large intercompony ad-
vancee,  Another $200 million of undistributed profits was
in various dependencies or countriea in Asin and Afvien. A
check of the companies active in these couniries, particularly
petroleum companies, indicates that in the main the retained
BAITINGE Were utilized for permanent investment. In many
natewarthy ceses the uom&:umw ware not goly retaining
profits abrond but ware adding substantizl funds for new
investment,

SURYEY OF CURRENT BUSINESS
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Ths situation in the Latin American commtries with respent
to undistributed subeidiary profits is less clear. In Mexico
and Panoma, accounting for about $00 million of tha fotal,
the data indicate that a large pact of the undistributed profite
was remitted back to the prrens compoaies through the inter-
company sccounts, On the other hand o large part of the
undistributed profits in Venesusln probably weat into the
confinuing th of the petroleurn induostry, In Brazil
thera were large undistributed profite, aad for most com-
gmiea additional funds were also provided by the United

tntes parent companies. Howsver, both types of invest-
ment wers mode Inveluntorily, at lesst in part, because of
tha severs restrictions on dollar remittonces for incoma or
othar paymenta,

On the whols, the availabls dato indieate thot the greater
part of undigtribnted profits in 1952 was ratained nbroad
to facilitste the longterm development of the foreign
enterprises.

A gimilar s tion of earnings as batween distributed
earnings and retained earnings is net made on the books of
branch smterprises, Navartheless, an approximation of shis
segregation which is sufficiently ocourate for pu:ﬂom of
comparison can be obtained by assuming that branch profits
were retained abrond to the extent they did not excesd the
net additiona to branch assatein a %Tren yenr. (Ses table 6.}

Accopding to this criberion, spplied country by ﬂgm
and industry by industry, about 40 percent of ell
profits were retained abroad in 1952, much more than in
the preceding two years. Most important in this connaction
was o gharp upturn in the investment activity of branchas
of minng and petroleum companiea,  Although the branch

Table 8.—1). &, Equity in Direet Investment Earnitnge and lacome Recsipts by Type, Avea and Industry, 1950-32
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ts of these industries were only about $30 million greater
in 19052 than in the previous year, they increpsed thair rate
of branch investments from $B80 million in 1851 to over
$350 million in 1962, v thet & greater proportion of eernings
wne clearly used sbroad,

Foreign earnings and demestic industry

'The extension of Ameriean enterprises into foreign coun-
tries, which began about 50 years ngo and has procesded on
an unprecedented scale since 1945, is largely an outgrowth
of the seorch for wider and more diversified morkets for the
vroducts which American mavufacturers con mees produsce
efficiently, and the need for row materials necessanry to higher

roduation, levels in the United Ststea and other countries,
%hme enterprises, valued ot nearly $15 billion at the end of
1852, are incrensingly important adjuncts to the domestic
business of the Umted States parent companies and to the
Tniied States econemy 48 o whole. An importont nspect
of the considersble reliance on the activities of the foreign
enterprises i2 the rofs of direct investmonia abroad in sup-
plying various materinls essenticl for our domestic coonomy.

BURVEY OF CURRENT BUSINESS

Dacorber 053

In an earlier article ! the proportion of United Siates
imports which was devived from American-owned productive

focdities abrond was estimmated to be about 25 b in
1950. A more detailad study covering 19 major import
commodities in 1962 has now bean eomplet—agl and the

principal results nre shown in tables 7 and 8, :

Many sources were uzed in derving the dets for importa
of the selectad commodicies. In some cases it was koown
thot the sola Eﬁﬂdu@el’ of a given commodity in o given
country wos a United Statas-controlled enterprise, Where
produoction wag fram sevaral sourass, or facilibies wers jointly
owned, there wore dnta sometimes avatlabla regording
ehipments to the United States by the Unitad States entar-
price, In etill other cosea whers thera wars saveral pradusars
of o given basic commodiby within o country, it was necessary
to sssume that United States importa sonld be aitributed to
United Siates producers in proportion o their share in the
output of the commodity in the coun Altprnatively, it
conld have been nssumed thot United States importa wars
derived firat from the ontput of the Unitad States-controllad
companiss. On this basiz the share of itaports atiribniable

1. QURTEY oF DURRENT DoeiEma, Cotober 1051,

Tahle 4.—U. 5. Equity in Directinvestment Earnings and
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to United States-controled companies would hove besn
gomewhat bigher. = ]

Mo attempt wes made to moke estimates for nonepesified
commydities, particularly manufocéures, which ore imported
from United ‘States-owned foreign enterprises. The esti-
maobe for inmporte derived from Awevicen-owned facilities
abroad is therefore probably nn understatement of the total,

Imports of selected commeodities from United Stnbes-
controlled sourcses in 1852 may be estimated at rhout $2.2
hillion or 21 percent of totol imports, nenrly the same ratio
as in 1050, although total imports were $1.8 billion higher in
1052 ' .

Among the commoditics listed in table 7 are many which
are of crucial importance in the United States economy.
Soms of them, such ps petroleum, eopper, nickal, ond nlo-
minum, are derivesd almost entirely from foreign enterprises
in which Americana are the principal investors. For others,
euch pa erude rabber and iron ore, & smaller shors comes
from United States-controiled sources. In the case of ron
ore, howevar, the supply from Unitad Statea-developed
gourees nbrond will soon g'a greatly expanded, and this will
alsp be true of such commodities as manganese and titanivm.

Income received on United States portfolio investmenis

Income Receipta by Conntries ond Major Yndustrics, 195052
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abroad—holdings of foreign seourities, claims or miacella.
neous nxsste not connected with foreign afhiliated companiea—
was 4t b postwar high of nesrly $200 million in 1952, Ineome
from this souree wos small relative to the income from
divect invesiments, in eontrast with ita primary importance
in the 1920's. MNovertheless it haz iners slowly sinca
the war pa Americans added to their investinenis in Canodisn
boads and stocks and bepan to purchase substantiol quanti-
ties of tha obligntions of the Internations] Banlk for Kecon-
structien and Development. However, income from Cana~
dian securities will pmbuhH decline in 1953 e & result of o
liquidation of soma iniernal issues acquired mpinly in 1930.

A new development affecting the income from portiolio
securities, as well us their futare marlet in the Unitad States,
wns the pigning of agresmentis with Germony and Japan
which will result in the resumption of interest payments on
their dﬁtﬂ _tutaﬁmﬂriﬂm ban j}?e&s IE. t.haﬂcaaa of Gt%h
many, the mtérest payments w epend partly upon tha
extent to which the cutstanding boncfﬂ_are still Jlr:h'.z'.l | in the
United Statez and presented for validation. A6 a minimum
these paymenta were astimated 1o be sbout $5 million an-
nually. A further $6 million of interest will also be paid by
Japanh under the new agresmant.
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Interest on Government eredits

Interest payments by forsign eountries on eredits from the
Tnited States Government wera about $200 million in 1952,
and were scheduled to rench & penk of about $230 million jn
1954.7 Of eourse, noy large new credits by the United States

Toble 5~Uniled States Equity In Undletributed Proflts of Foreign
Suhsidinriens, 1950-52, by Industry and Specifed Couobries
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Decombay 1858
Governmoent would meresss these interest receipis -in the
future. About 80 parcent of the interest is paid by countries
in Weatern Europe, lergely the Thited Kingdom and Francs,
Paymenta of intereat on thess Giovernmant eredita by Weal-
ern Buropean couniries were ahout 540 million higher than
the incoms received from direct investments in these coun-
tries in 1952, Income payments by Western Europe to tha
TUnited Stotes on both private and Government investments

are currently about equal o the income recgived by Europs
on its accumulated investments in the United Statea,

Table T.—Solected Unbted Stakes Jmports, 1952, Total and Eatl-
mated FPortion Attribuatoie to Unlicd States Dircot-Investment
Com panies, by ngdﬁad Arsap )
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